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MONETARY CHANGES IN JAPAN. 



(3871-77.) 

The history of Japanese currency, so far as it concerns 
the purposes of the present article, dates from about the 
year 1871. The disorganization immediately following 
the Restoration in 1868 prevented the national govern- 
ment from taking any effective steps in the direction of 
monetary reform ; and, in consequence, the local lords 
(daimijo) took advantage of the existing confusion to 
flood their territories (han) with depreciated paper. In 
a government ordinance issued in 1869 the bare outlines 
of the modern system become visible. According to this 
law, a mint was to be established in Osaka, and a standard 
silver coin was to be struck on the model of the Mexican 
dollar. This coin, called the "j'en," was to contain 416 
grains, -l\, fine, and was divisible in 100 sen and 
1,000 rin, corresponding to American cents and mills. A 
subsidiary coinage of silver, with fineness reduced to 
T %-, and a copper coinage were authorized. In addition, 
provision was made for gold coins (10 yen to contain 
248 grains), which, however, were in no sense to form 
part of the current money of the empire. The declared 
purpose of the Japanese government, at this time, was to 
make the silver yen the standard coin of the country. 

At the end of the following year (November, 1870) 
the mint, under the energetic administration of foreigners, 
began operations. But the work had scarcely begun 
when the government determined to abandon the silver 
standard, and to adopt the gold standard. Why this 
change was made has never been definitely ascertained. 
The explanation ordinarily given is that certain Ameri- 
cans, then employed as advisers of the Department of Fi- 
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nance, were responsible for this step. In May, 1871, the 
silver standard was discarded ; and the gold yen, con- 
taining l£ grams of fine gold (25.72 grains, t^nne), was 
adopted as the unit of value. The silver yen was to 
be coined only in response to a specific demand upon the 
government, and its use limited to foreign exchanges and 
to the payment of customs dues. Further, it was enacted 
that 100 silver yen were to be equivalent to 101 gold yen, 
in payments to the government, — a measure clearly in- 
tended to discourage the use of silver. 

To the decree of May, 1871, accordingly, is due the 
existence of the gold yen, or dollar, which, after various 
vicissitudes, we shall find rising in a new form in the gold 
currency scheme of 1897. It is impossible to find fault 
with Japan for adopting gold as the standard of value in 
1871. At that time her trade with the other silver-using 
countries of the East was still on a very small scale, and 
she could hardly appreciate the advantage of having a 
standard in common with her neighbors. Nor at that 
time was there any definite advantage for either metal in 
any other respect. Gold and silver, from the beginning 
of the century to the year 1871, had preserved such steadi- 
ness of value in relation to each other that it could make 
but little difference to a small country like Japan whether 
it adopted one or the other metal, or both, as her standard. 
To criticise adversely the measure of 1871, as some writers 
have lately done, merely shows that they do not under- 
stand the general monetary situation of that time.* In 
the light of present knowledge and experience it may be 
considered a mistake, but in the year 1871 the world was 
still living in happy ignorance of its future monetary 
troubles. 

On the 2d of August, 1871, the mint at Osaka was 
declared to be ready for the coinage of the new money ; 

* In Rathgen's Japan's Volkswirthschaft und Handel, p. 164, there are some 
comments on the policy adopted in 1871 which show no very judicial grasp of 
the situation at that time. 
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and during the next two years the government made vig- 
orous efforts to insure the success of the gold standard. 
During the years 1872 and 1873 about 44 million yen of 
gold coins were minted. But the amount of gold in active 
circulation was very trifling, even during these two years ; 
and the final result of these measures was failure. This 
failure was due mainly to the large quantities of incon- 
vertible paper issued by the general government, in part 
to cover its extraordinary expenditures at this time, in 
part to fill the void left by the withdrawal of the local 
issues. In 1874 a slight premium on gold appeared, and 
the coinage of gold in the mint rapidly fell off. In the 
fiscal year 1875-76, only about 382,000 yen were minted. 
From the opening of the mint in 1871 to June 30, 1876, 
the total amount of gold coined was somewhat less than 
51,000,000 yen, of which, according to customs returns, 
more than one-half was exported to foreign countries. 

In March, 1875, Japan made an attempt, in imitation of 
the American scheme, to coin a trade dollar. This was a 
coin of 420 grains, ~p e fine. Its evident purpose was to 
oust the Mexican dollar from circulation in the treaty 
ports of the East. After a few years of unsuccessful trial 
(in all, only 3,056,638 trade dollars were coined) the 
whole scheme was abandoned in 1879. One noteworthy 
result of the experiment was the decree of May, 1878, in 
which the common silver yen (416 grains, T 9 ^ fine) and 
trade dollar were made legal tender on an equality with 
the gold yen. Had gold coin been in active circula- 
tion at this time, the effect would have been no less, prob- 
ably, than to drive it out of circulation, as silver al- 
ready had depreciated considerably in terms of gold. But 
little importance was attached to this measure at the time, 
because both silver and gold stood at a premium compared 
with the paper money then in circulation. Probably no 
one knew precisely what would be the ultimate effect of 
the change. But the decree of May, 1878, committed 
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Japan to a bimetallic system. The single gold standard, 
after a trial of seven years, was definitely abandoned, and 
not resumed until the present year, when, as we shall see, 
it was again introduced under entirely different auspices 
and conditions. During the period from 1871 to 1878 
the attempt to establish a system of metallic money in 
Japan was not successful ; yet the period is important be- 
cause, by the organization of the mint and other institu- 
tions, it prepared the way for later legislation. 

The history of the inconvertible notes issued by the 
general government, and more especially by the local au- 
thorities, during this period, is exceedingly intricate and 
confused. Fortunately, it has but little bearing on the 
present subject. When the mint was opened in 1871, the 
inconvertible paper was at a slight discount compared 
with the silver circulating in the open ports. This state 
of things lasted till the early part of 1873, when gold 
pieces were issued from the mint in large numbers. It 
was the purpose of the government to withdraw all the 
outstanding paper from circulation, but the demands of 
the treasury at this time were so great that the purpose 
was postponed from time to time. The whole system of 
taxation was in a state of complete disorganization until 
1876-77, and the revenues of the government were insuffi- 
cient to meet any but the most pressing expenses. A 
small premium on gold and silver, never exceeding 2 per 
cent., made its appearance in 1874, during the political 
complications with China regarding Formosa. In the fol- 
lowing year the divergence between gold and silver, that 
has been at the root of so much monetary discussion in 
the last two decades, became serious. In 1876, during the 
first important panic in the silver market, the value of 
paper was higher than that of silver, 94 yen of the former 
exchanging for 100 of the latter. The premium on gold 
at this time ranged from 4 to 5 per cent. At the begin- 
ning of 1877, however, paper, gold, and silver yen ex- 
changed for each other at par. 
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II. 

(1877-82.) 

In the spring of 1877 the civil conflict now known as 
the Satsuma Rebellion broke out in the south, and the 
government was called upon to make heavy outlays to 
preserve its existence. The immediate effect of the news 
of the uprising was to lower the value of the paper cur- 
rency, but the premium on silver during the year 1877 
remained within very moderate limits. The average 
premium for the year was 3£ per cent., while at the end 
of the year it was only 3. From the beginning of 
the year 1878, however, the increase of government paper 
was rapid ; and the premium on silver rose to figures never 
dreamed of before. A form of speculation new in Japan 
made its appearance, speculation in silver soon becoming 
the centre of all other kinds of speculation. With the 
increase of paper money, prices of commodities rose, and, 
following these, great commercial activity, rapid trans- 
formations of wealth, extravagance, and superficial pros- 
perity. Many Japanese thought that the then government 
had discovered the touchstone of wealth ; while others, 
noting the over-trading, speculation, and absence of any 
solid development of industry, predicted disaster. 

At the same time that the government was flooding the 
country with inconvertible paper, the rapid increase of 
national bank notes helped to swell the currency. The 
first national banking law was adopted as early as 1872, 
in imitation of the American system. It proved almost 
futile. Only four banks were organized under it, three of 
which soon afterwards failed. This want of success was 
due mainly to the provision requiring notes to be con- 
vertible into gold on demand, which cut off all possibility 
of a bank-note currency, when gold itself was scarcely 
seen in circulation, and at times commanded a premium. 
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A revised national bank law appeared in 1876 (August 1), 
in which, among other changes, the significant provision 
was made that the notes should be convertible merely into 
lawful money. The effect of this new arrangement was 
scarcely felt at first. During 1876 only one national 
bank was established ; but with the rapid increase of 
interest-bearing bonds issued during the Satsuma Rebell- 
ion, and the extraordinary depreciation of the government 
paper, the banking business became correspondingly 
profitable, and national banks were established in all 
parts of the empire. In 1877 twenty-one were established ; 
in 1878, sixty-nine ; in 1879, fifty-eight. At the begin- 
ning of the year 1880 there were in existence no less than 
153 national banks, with a total circulation of over 
34,000,000 yen. 

The addition of this large amount of convertible bank- 
notes to the inconvertible paper already in circulation 
tended to increase the very evils the new banking system 
was designed to obviate. The number of banks in exist- 
ence in 1880 was beyond all the reasonable necessities of 
commerce and industry, as then carried on. Many of the 
banks engaged in the business of speculation and of 
aiding speculators, far more than in legitimate operations. 
The premium on silver, which had averaged 3£ per cent. 
in 1877 and 9 per cent, in 1878, now rose to extraordinary 
heights, and fluctuated wildly from day to day. These 
years are still remembered in Japan as a time of great 
excitement and activity. Farmers received more than 
double the normal price for rice and other farm products. 
Their expenditure increased, especially for luxuries. 
Speculative enterprises of eveiy description were floated, 
— steamship companies, silk-mills, and canal companies. 
What was the precise amount of paper in circulation 
during these years is not known, as the government did 
not at that time officially state the correct figures. In 
the following table are given the best attainable statistics : 
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Paper in Circtdation. 

Premium on ■ * * 

Year. Silver. Official Figures. Actual. 

1877 103.4 103,054,000 120,000,000 

1878 100.2 137,884,000 160,000,000 

1879 121.2 146,490,000 170,000,000 

1880 147.7 143,098,000 160,000,000 

1881 170.4 140,385,000 157,000,000 

1882 157.0 140,032,000 152,000,000 



III. 

(1882-86.) 

About the end of 1881 the expansive movement reached 
a climax. During the following year there was general 
complaint that trade was stagnant and money scarce. 
Added to this was a profound distrust in the financial 
administration of the government. The promises of the 
goverment had not been redeemed. The metallic reserves 
of the treasury in the year 1882 were less than during 
the previous two years. The endless fluctuations of the 
premium on silver lost their interest for all classes except 
the professional speculators. The stimulus to industry in 
the days of the expansion of the currency disappeared, 
and was followed by apathy. More especially the price of 
rice began to fall in the year 1882 in spite of the high pre- 
mium on silver; and, with the decline in the price of this 
staple, the farmers lost their interest in the depreciated 
currency. 

In the year 1882 the new Minister of Finance, Count 
Matsulcata, determined to carry into effect measures for 
resuming specie payments in silver at the earliest oppor- 
tunity. It is needless to describe in detail the various 
means whereby the silver premium was gradually reduced 
and the paper currency restored to par. It was the deter- 
mination of the government not only to restore the value 
of the paper currency, but to place the entire credit 
system on a better footing. To carry out this plan, three 
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measures were adopted: first, the gradual reduction of 
the legal tender paper and the accumulation of a sufficient 
metallic reserve, mainly silver; second, the gradual 
diminution of the national bank notes and the final 
abolition of all issue power for these banks at the ex- 
piration of their charters ; third, the establishment of a 
central bank, the purpose of which was to assume at the 
end of a certain period the entire control of the note 
issues of the country. 

These measures were carried vigorously into execution. 
Interest-bearing bonds were issued, the proceeds of which 
were used to withdraw a certain amount of legal tender 
notes from circulation. In addition, the surplus of the 
budget was employed for the same purpose. The notes 
which the government had secretly issued were first with- 
drawn, so that gradually the actual circulation and the 
official figures of outstanding paper squared with each 
other. The Finance Department of the government in- 
troduced various economies. Various taxes were in- 
creased, in order to swell the income of the government. 
The tax on sake (wine) was doubled (from 2 yen to 4 yen 
per koku). The tobacco tax was augmented. A new tax 
was levied on proprietary medicines. Postal fees were 
raised; and, finally (1884), a tax on shipping and a stamp 
tax were imposed. In consequence of these measures 
and in spite of falling prices, the resources of the govern- 
ment gradually increased. The total internal revenue for 
the fiscal year 1881-82 was only 57,000,000 yen, but for 
1882-83 was 63,400,000 yen ; for 1883-84 was 62,600,000 
yen, and for 1884-85 was 62,240,000 yen. With falling 
prices the imports gradually diminished and the exports 
increased, leaving a balance of trade to be paid in silver, 
which the government by various means gathered into the 
treasury. The value in silver of the imports in 1880 was 
over 41,000,000, while in the years 1883-85 it averaged 
scarcely 32,000,000 yen. The value of exports rose from 
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29,800,000 yen in 1880 to 39,500,000 yen in 1882, 38,500,- 
000 in 1883, and 37,100,000 in 1885 ; and even in the year 
1884, when the silk crop was a failure, the total exports 
tallied 34,000,000 yen. In order to accumulate a large 
reserve of silver in the treasury, the government entered 
into business relations with the Yokohama Specie Bank, 
an important corporation dealing in foreign exchange. 
This bank handled Japanese exports abroad, and collected 
the proceeds in specie for the government. 

As regards the national banks, no immediate action 
could be taken to lessen their number, as their charters 
were granted for twenty years. But, with the falling 
premium on silver and the decline of speculation, the 
circulation of many of the banks gradually contracted. 
Several went into liquidation (two in 1882 and two in 
1883). Moreover, after 1882, the law as to the reserves 
and investments of the banks was more strictly applied ; 
and the outstanding paper was absolutely limited to the 
legal amounts. The total circulation of the national 
banks, which had been considerably over 34,000,000 yen 
in 1881, was only 30,500,000 yen in 1885, and in 1889 had 
shrunk to 26,700,000 yen. At present (1897) a large 
number of the charters have either expired or are 
approaching expiration ; and, in consequence, the total 
circulation is comparatively insignificant. 

The establishment of the Central Bank (Nippon Ginko) 
could not directly promote measures of resumption to any 
great extent. This bank was founded in the year 1882, 
with a capital of 10,000,000 yen, which has been increased 
from time to time, until at present it is 30,000,000 yen. 
It was authorized to perform the general business of 
banking, to hold the deposits of the government, to assist 
the government with loans in time of need, and to issue 
convertible notes. The last function was and is the most 
important. The purpose of the government in founding 
the bank was to make it the sole bank of issue in Japan, 
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and thus to have its notes take the place of the national 
bank notes and treasury notes at the earliest opportunity. 
This purpose has been steadily kept in view, and to-day 
the Nippon Ginko notes alone are commonly seen in 
circulation in Japan. The establishment of the bank 
gave the government a power of controlling the con- 
vertible issues — and through them the credit of the 
country — such as it never possessed before, and con- 
tributed to a feeling of confidence in its financial stability. 
In these various ways the premium on silver gradually 
declined after 1882. Speculation in shares moderated 
very much with the fall of the silver premium ; and, more 
important than all, prices fell decidedly. On June 6, 
1885, the government felt strong enough to issue a 
notification that all the notes were to be convertible into 
silver yen after January 1, 1886. The government as- 
sumed but little risk in making this announcement. At 
the end of May the premium on silver had dwindled to 
1 per cent., and at the end of June had entirely dis- 
appeared. On June 27, 1885, for the first time since 
1876, the paper yen was on a par with the silver yen. On 
January 1, 1886, when the government officially resumed 
specie payments, there was no question in the public mind 
of any possible failure. At this time the legal tender 
notes outstanding amounted to 83,384,000 yen, the na- 
tional bank notes to 30,093,000 yen, and Nippon Ginko 
notes to 3,653,000 yen. The figures for the entire period 
of contraction are as follows : — 

Paper in Circulation. 
Year. Average Premium. Official Figures. Actual. 

1882 157.0 140,000,000 yen 152,000,000 yen 

1883 126.5 132,600,000 " 138,400,000 " 

1884 108.8 124,800,000 " 125,400,000 " 

1885 105.8 120,400,000 " 120,400,000 " 

1886 (January 1) . . . 100 *113,400,000 " *113,400,000 " 

1886 (April 1) . . . . 100 108,600,000 " 106,600,000 " 

* Not including 3,653,000 yen of the notes of the Central Bank. 
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Whether the measures to secure resumption were wisely 
carried out is a question as easy to ask as it is difficult to 
answer. When we remember that the government had to 
deal not only with the legal tender notes publicly issued, 
but also with a large amount issued secretly for causes 
not now known, it must be confessed that the task was 
not an easy one. Yet the general impression in Japan is 
that the contraction of the currency was unnecessarily 
severe and sudden. During the period of contraction, 
extending from the beginning of the year 1882 to 1886, 
all the industrial interests of the country suffered from 
intense depression. There was general complaint of lack 
of demand and scarcity of money. From the farmers 
came a bitter cry of distress. The average price of rice 
in the year 1880 had been 9 yen per koku ; * and at this 
rate the entire land tax, which falls mostly on rice land, 
could be discharged by means of 6i millions of koku. In 
the year 1884 the price of rice averaged scarcely 4J yen 
per koku, and 13 millions of koku were required to dis- 
charge the same tax. The increase of other taxes also 
operated to the disadvantage of the farmer. The con- 
sum ption of nearly all minor luxuries, as tobacco and 
sake", declined rapidly. Many mills were closed, espe- 
cially those engaged in spinning and weaving. Bank 
dividends fell off seriously. The number of unemployed 
increased both in the cities and smaller towns. Laborers 
not only suffered from want of employment, but from low 
wages. During the years 1882-85 wages fell without 
intermission, and in the last year were hardly more than 
one-half of what they had been in 1882. The number of 
petty crimes and misdemeanors rose steadily. It was at 
this time, too, that the farming classes mortgaged their 
lands, and complained bitterly that they could not meet 
their obligations. All in all, when Japan resumed specie 
payments on January 1, 1886, the economic outlook was 

* The koku = 6 bushels. 
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as gloomy as at any time since the year of the Restoration 

(1868). 

IV. 

(1886-97.) 

From the year 1886 to the beginning of the year 1897 
the history of the currency of Japan has been compara- 
tively free from important incident. As already indicated, 
there has been a threefold movement : gradual with- 
drawal of government legal tender notes and national 
bank notes from circulation ; rapid increase of the notes of 
the Nippon Ginko; increase of the coined silver yen, both 
those in active circulation and those held as a reserve in 
the Nippon Ginko. The following figures show what 
changes have taken place : — 

Money in Circulation (in Yen). 



Rational Bank Nippon Ginko Legal Tender Silver Coin 
Notes. Notes. Notes. (one Yen). 

January 1, 1886 30,500,000 18,450,000 89,880,000 19,102,000 

January 1, 1897 16,497,000 191,108,000 9,376,000 32,063,000 

During the entire period of inflation, silver had declined 
seriously in terms of gold. At the time of resumption in 
1886 the value of the silver yen was about 78 cents of 
the American gold dollar, but there was then no question 
of resuming on the gold standard. From 1886 to 1897, a 
period of over a decade, it is doubtful whether there was 
the slightest demand for return to the gold standard. 
On the contrary, every so-called decline of silver was 
hailed with general satisfaction by those engaged in in- 
dustrial and commercial pursuits. During the years 1887, 
1888, and 1889 the value of the yen in terms of gold was 
fairly steady, with a general tendency to decline. In 
1889 the average value was 75 cents in American gold. 
In the year 1890 the passage of the Sherman Act in the 
United States had the effect of suddenly raising the j^en 
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to above 90 cents (gold), and the average value for the 
year was above 82 cents. But during the next two years 
the yen once more resumed its downward tendency, aver- 
aging about 78 cents in 1891 and 70 cents in 1892. The 
closing of the Indian mints to silver in the summer of 
1893 produced a sharp decline, lowering the value of the 
yen to about 60 cents ; and the repeal of the Sherman Act 
caused a further fall, making the yen worth only 50 cents 
of American gold, or, in round number, one-half of its 
former value in terms of the old gold yen. Between the 
years 1894 and 1897 foreign exchange in Japan fluctuated 
within very moderate limits. Within this period the yen 
fell as low as 47 cents and rose as high as 55 cents. Dur- 
ing the entire period of the China war (1894-95) the 
fluctuations of exchange with gold countries varied 
scarcely more than between New York and London, and 
it is to be noted that during this time Japan was a pur- 
chaser of foreign goods on a much larger scale than usual. 
What was the effect of this decline of the gold value 
of silver on the industries and commerce of Japan? It 
would require a separate article to treat this question in 
detail, but a few words may be devoted to the general 
aspects of it.* In the period from 1890 to the beginning 
of 1897 Japan in nearly every department of her industry 
and commerce expanded more than in the previous twenty- 
five years. The general imports for the year 1889 were 
valued at 66,280,000 yen, while for the year 1895 they 
were over 138,000,000 yen. The exports during the same 
time increased from 70,176,000 yen to 136,000,000 yen. 
During this entire period the demand for labor, both com- 
mon and skilled, has augmented to a remarkable extent. 
Particularly, the demand for workmen in the manufactur- 
ing centres, like Osaka, Tokyo, and Kyoto, has been so 
great that the supply sometimes fell short. In cotton- 

* See an article on The Currency of Japan in Relation to its General Industry 
and Trade, written for the State Department in Washington, and printed in 
Vol. XIII., Part II., of the Special Consular .Reports (1897). 
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spinning, the most important manufacturing industry in 
which Japan competes with the nations of the West, the 
progress has been most rapid. In 1890 there were at 
work in Japan 253,456 spindles, while at the beginning of 
1897 the number was no less than 800,000 spindles. The 
expansion of railway traffic is another feature of this time. 
The gross receipts of the government railway in the year 
1889-90 were 3,955,000 yen, and net receipts 2,184,000 
yen ; while for the year 1896-97 the gross receipts were 
8,273,000 yen, and net receipts 4,457,000 yen. All other 
railway lines in Japan show a similar advance. The 
growth of general railway traffic has gone hand in hand 
with the increase of railways. While the government has 
not undertaken any new construction in this period, pri- 
vate railways have advanced year by year. The total mile- 
age in operation was only 913 miles in 1888-89, while it 
was no less than 2,273 miles in 1895—96. The shipping 
of Japan corresponds to the development of the railways. 
In the past seven years not only have new companies and 
new lines been established, but the older shipping com- 
panies have augmented their tonnage in a most striking 
way. The total tonnage in the year 1889 for all merchant 
ships registered under the Japanese flag was 108,000 tons, 
while in 1897 the total tonnage was no less than 250,000 
tons. Parallel with this advance in industry and com- 
merce has been an advance in the wages of labor. In the 
past seven years, though the rice crop (by far the most 
important article of food in Japan) has twice been much 
below the average, though the silk crop (the most impor- 
tant article of export) has several times suffered severely 
from unseasonable frosts, though flood and storms have 
frequently ravaged portions of the country, there has 
been little complaint of falling wages or lack of employ- 
ment. Certainly, nothing like the phenomenon of the 
unemployed that has been witnessed in America in the past 
seven years has ever been seen in Japan. All investiga- 
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tions show that the money wages of labor are at present 
nearly double what they were in 1889. 

Can we trace any connection between this remarkable 
industrial development and the silver standard of Japan? 
No one who has studied the economic progress of Japan 
could hesitate to answer in the affirmative. In the first 
place, it is well known that prices in Europe and America 
have continuously fallen in the past twenty years, — a 
process from which Japan has been entirely free. As an 
importer, Japan has been able to buy precisely as many 
foreign commodities with the silver yen at 50 cents (gold) 
in 1894 and 1895 as she was with the yen at over 100 
cents (gold) in 1873. The silver price of raw cotton was 
as low in 1894-95 as it was twenty years before. The 
silver prices of all kinds of imported iron and steel, of 
woollen and cotton goods, were as low in the former as in 
the latter year. As an exporter of goods, as cotton yarn, 
silk, tea, porcelain, Japan has not suffered any serious 
decline of prices, as have the countries of Europe. More 
important than this, however, is the fact that, wherever a 
Japanese commodity came into competition with a com- 
modity of Western nations, she could undersell them 
without any reduction of price. It was invariably Eng- 
land or America that yielded in price to Japanese compe- 
tition with every decline of silver. And, if the importer 
of foreign goods in Japan wished to keep the Japanese 
market as against the Japanese producer, the former must 
always submit to a reduction in price with every so-called 
decline of silver ; while the latter need only retain his 
old price, or could even advance it without danger. Thus 
with every decline in the gold price of silver Japanese 
industries had a new opportunity for expansion. The 
silver standard in Japan proved to be a most remarkable 
and peculiar protective measure, — entirely free from the 
objections to a protective tariff, — at a time when Japan 
could most profit by it. It was a time when Japanese 
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capital and labor were on the point of entering into the 
great mechanical industries, in which Japan had had but 
little experience compared with the people of the West. 
Even the advocates of the gold standard in Japan have 
not been able to deny the great benefits she has derived 
from the silver standard.* 

In the second place, the countries about Japan, such as 
China, Corea, Hong Kong, Manila, and the Straits Settle- 
ments, are all on a silver basis ; and their interests with 
her are very important. They not only accept the silver 
yen as a standard coin, but prefer it to the Mexican dol- 
lar, which formerly dominated the East. Japan's com- 
mercial relations with these countries have had an advan- 
tage from this money standard, as it furnished her with 
a stable par of exchange, which she would not otherwise 
have possessed. Not only has the acceptance of the 
silver yen in all parts of the East been a source of profit 
to Japan, but it has enabled her to secure a prestige in the 
East, and to become the dominating commercial and politi- 
cal power. Japan aspires to be the carrying power among 
Oriental nations, — "the England of the East," as the 
Japanese phrase it. Within the past fifteen years the 
extension of Japanese shipping and trade in these regions 
has aroused the attention of all the older European and 
American competitors for this trade. 

In Japan itself the advantages she derives from her 
silver standard have been generally admitted. Among 
manufacturers the feeling that they owe much of their 
success to silver has been most pronounced. Among the 

* Thus Count Matsukata, in his speech on the gold standard, delivered March 
3, 1S97, says, " It is probahle that the trade of our country has . . . benefited 
more or less by the depreciation of silver," but adds, " Such benefits will dis- 
appear when prices and wages rise to the same extent as silver has depre- 
ciated." Count Matsukata is a firm believer in the theory that silver has depre- 
ciated rather than gold appreciated in the past twenty years. But, even 
granting that he is right, is it not likely that, if Japan has been able to establish 
on a firm and profitable basis certain important kinds of industry, she will 
be able to retain this great advantage for the future against foreign competi- 
tors better than if she had existed on a gold basis ? 
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farming classes the feeling has been weaker, though 
favorable, so far as it existed at all. The farmers who 
found themselves so deeply indebted in the years imme- 
diately following resumption have since recovered some 
of their old prosperity. Exporters of Japanese commodi- 
ties generally regarded declining exchange with satisfac- 
tion, since it either gave them higher prices for their 
commodities or stopped a fall of prices. Importers were 
naturally of the opposite opinion ; but, as they indirectly 
benefited from the resulting prosperity to Japan, they 
can hardly be said to have fair grounds of complaint. 
During the past six years the imports of Japan have 
steadily grown with her general expansion. One class, 
indeed, disapproved of the silver standard in Japan, — a 
class which, though small, was armed with great power 
to accomplish its ends, — the officials of the government. 
Many of these have been educated abroad, and readily 
take the Western, and especially the English, point of 
view in regard to monetary questions. They have their 
theories of the superiority of gold, of its stability, its 
higher intrinsic value, its expanding use in civilized 
countries, the demand for it as war treasure. 



V. 

(1897.) 

The measures for reverting to the gold standard in 
Japan were closely connected with some intricate and not 
very reputable political jobbery in the Japanese Parlia- 
ment. When the session opened in December, 1896, 
there was every indication that a conflict would occur 
between the government and the Lower House. Count 
Matsukata, the Prime Minister, and Count Okuma, the 
Minister of Foreign Affairs, who were the active organ- 
izers of the cabinet, could count only on the votes of one 
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political party (Shimpoto), the number of whose repre- 
sentatives was less than one hundred out of the entire 
three hundred. The other two political organizations, the 
Liberals (Jiyuto) and National Unionists (Kokumin 
Kyokai), though unfriendly to each other, were known 
to be bitterly opposed to the existing government and 
its allies. The Japanese newspapers were unanimous 
in believing that the government could not secure a 
majority in favor of its measures, and predicted a stormy 
session. But, to the surprise of the newspapers and the 
public, this expectation was not realized. During the 
early part of January a curious process of dissolution was 
observed within the ranks of the opposition parties. 
Nearly one-third of the members of both these parties 
resigned their membership, and declared that they in- 
tended to vote independently of their party organiza- 
tions. When the first bill came up for discussion, it was 
evident that, by some undiscovered means, the govern- 
ment had scored a complete victory against the opposition 
parties. Instead of having barely two-fifths of the mem- 
bers in its support, it had secured more than three-fifths, 
or a majority of between thirty and forty; and this 
majority stood ready to sanction every measure introduced 
by the government. Never was a parliamentary session 
so barren of debate and so fruitful in measures. No 
previous cabinet had ever secured so tight a grip of the 
Lower House, or held it so firmly to the end of the session.* 
The first mutterings of a possible change of standards 
in Japan were heard early in February. It was noted 
that the government had been investigating the monetary 
question for some time, with a view to laying a bill be- 

* Nearly all the Japanese newspapers openly declared at the time that the 
government accomplished this act of tergiversation on the part of the members 
through a liberal use of pecuniary bribes. Whether a direct form of bribery 
was employed may never be known. There is no doubt, however, that the 
government made use of the "spoils system," in order to gain its object. 
After the session the supporters of the government were rewarded with offices 
to an extent previously unknown in the parliamentary history of Japan. 
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fore Parliament. Various officials of the government 
were actively in favor of a gold standard. The news- 
papers began to discuss the question from every point of 
view. Some declared immediately for the gold standard ; 
others favored gold, but thought the time unpropitious, 
and urged delay ; still others as resolutely advocated the 
retention of the existing standard. The bill, as drawn up 
by the government, was introduced into the Lower 
House March 3 ; and the Prime Minister's speech in 
support of the measure was delivered on the same day. 
The total number of days given to the consideration of 
this important bill was eight, and the entire debate was 
concentrated into less than eight hours. On March 11 
the closure was moved. The first reading of the bill was 
carried by a vote of 151 to 96. The House then voted 
to carry the bill to a second reading, then to proceed with 
the second reading, voted the second reading without de- 
bate, voted the third reading in the same way, and com- 
placently sent the bill to the Upper House. In the latter 
it was treated with similar despatch. It was debated but 
a few hours on March 23 ; the second and third readings 
were voted without delay; and it was finally passed by 
large majorities. The whole interval of time during 
which this bill was before the public and Parliament, 
from the first rumor of its proposal to the final stage of 
definite enactment, was less than two months.* 

In this short space of time it was impossible to consider 
the merits and demerits of so important a measure. There 
was no debate worthy the name among the members of 
either the Upper or Lower House, with perhaps a single 
exception.! The same members who had favored the 
other measures of the government gave their votes to 
this. Judging from the manner in which the bill was 

* It was sanctioned by the emperor on the 26th of March, and promulgated 
as law on the 29th. 

t Mr. Taguehi, editor of the Tokyo Economist, strongly opposed the measure. 
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treated, we may doubt whether those who voted for it 
had more than the haziest conception of its importance. 
On the strength of promises that the gold standard would 
be a means of advancing the commercial and industrial 
interests of Japan, the government in a surprisingly short 
period forced through Parliament a measure which in any 
other country would have occupied the attention of the 
public for months. 

The act as passed is simple in its principal provisions. 
It makes the gold yen the unit of value in place of the 
silver yen ; and this gold yen is to contain precisely one- 
half the amount of pure metal which was contained in 
the former gold yen of 1871-76. As this old coin con- 
tained li grams of pure gold (equal to 4 fun, in Japanese 
nomenclature), the new unit is to contain | of a gram of 
pure gold (2 /mm), or 11.574 grains. The usual amount 
of copper alloy (-nj) is to be added, making the ten 
yen gold piece weigh 128.6 grains.* The coins are to 
be minted in three denominations, — five, ten, and twenty 
yen, — and are to be legal tender to any extent; while 
the silver yen is to be legal tender only to the amount of 
ten yen. Provision is made for legal tolerance, both of 
weight and fineness, of the new coins, and a period is 
fixed in which the silver yen can be converted on demand 
into gold.f It is further enacted that the coinage of silver 
yen pieces is to cease from the date of the promulgation 
of the law. The act fixes October 1, 1897, as the date 
when the gold standard is to go into effect. Other de- 
tails of the measure are not important. 

The first question that suggests itself in connection 
with this act is why the new unit of value should be 

*The exact amount of pure gold in a five dollar American gold coin is 
IKi.lO grains, in an English sovereign 113.0012 grains, and a ten yen Japanese 
gold coin 115.74 grains. Thus the Japanese gold yen is equivalent to 2 shillings 
and i penny (nearly), or 491 cents American gold (nearly). 

t This period is five years, but it is now believed that the government in- 
tends to introduce a supplementary law into the next Parliament shortening 
the period to one year. 
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fixed at just one-half of the old gold yen. It is obvious 
that there is a convenience in establishing this ratio, inas- 
much as a considerable number of old gold coins are still 
held as reserve by the Nippon Ginko. But this is a very 
trifling consideration, as it is the purpose of the govern- 
ment to recoin all the old gold coins. One of the chief 
arguments of Count Matsukata, in his speech in behalf of 
the bill, was that the gold standard would prevent all 
further depreciation of money in Japan. If it is true that 
silver has depreciated in its general purchasing power 
during the past twenty years in Japan, why did not the 
government resume the gold standard in terms of the old 
gold yen, as coined in 1871-76? The same choice lay 
before Japan as lay before the United States at the close 
of the Civil War. The American government at that 
time could, without any gross breach of monetary mo- 
rality, have resumed the coinage of gold at the market 
equivalent of the paper currency, always supposing she 
kept her contract with those who had obligations payable 
in the standard gold coin. And this, in effect, is what 
Japan has done. For those who complained of the de- 
preciation of the silver yen, the only logical course was 
to restore the old gold yen of 25.72 grains to its former 
place as the standard unit of value. As a matter of fact, 
the government of Japan did not even give the market 
equivalent of silver in the new coin. The precise ratio 
between gold and silver, as established by the new law, 
is 1 to 32.44 ; while the market ratio between the two 
metals at the time the bill was presented was nearly 1 to 
31J. Thus the government overvalued gold to a certain 
extent, and actually strengthened the very tendency it 
disapproved of. Count Matsukata, in his speech, hardly 
meets this charge of inconsistency. He merely says, 
"It may be urged that this overvaluation of gold, how- 
ever slight, will raise the price of commodities in propor- 
tion to its excess over the actual silver price of that 
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metal ; but I do not anticipate any practical consequences 
of that kind." * 

Two definite advantages lay before Japan in taking im- 
mediate action in favor of the new standard. The first, 
though scarcely mentioned by the gold advocates, is gen- 
erally believed to have had an important influence in 
determining their attitude. This is concerned with the 
future fluctuations of the gold value of silver. The gold 
price of silver had not varied much from January, 1894, 
to January, 1897. A general belief existed in Japan that 
silver had reached its lowest point in terms of gold, and 
that the silver yen would not fall much below 50 cents 
(United States gold), or 2 shillings. The chances of a 
further fall were at least slight, as compared with those of 
a rise. Therefore, it was urged that, if the yen could be 
fixed in gold at near its existing exchange value, Japan, 
having exhausted all the benefits of the silver standard, 
would crystallize them into a permanent advantage. It 
was a sound instinct that told the Japanese that, if ever 
by international action the value of silver could be raised 
to its old relation with gold, their industries would suffer. 
If the so-called depreciation of silver or the appreciation 
of gold had been a source of benefit to Japan in the past, 
then a reversal of that process must be pro tanto injuri- 
ous. From this point of view, Japan's adoption of the 
gold standard was rather a shrewd attempt to solidify all 
the advantages she had derived from the silver stand- 
ard, a form of insurance against future dangers, than 
any objection to the silver standard in itself. 

It must be confessed that, if this was the chief motive 
of the government in reverting to the gold standard, the 
secret was pretty carefully guarded both in Parliament 

* Prices have risen sharply in Japan in 1897, in consequence, mainly, of the 
extraordinary rise in the price of rice, due to bad crop prospects. Had Japan 
remained on a silver basis (the gold basis, though not proclaimed by law until 
October 1, has been practically established), the rise in prices would undoubt- 
edly have been ascribed, in many quarters, to the silver standard. 
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and in the Japanese press. Foreigners and the English 
press in Japan commonly ascribed the new legislation to 
this motive ; but Count Matsukata, in his speech of March 
2, scarcely alludes to it. The Japanese may have thought 
this consideration too obvious to need explanation, or it 
may be that their diplomatic sense of fitness prevented 
them from calling attention to what was so evidently a 
purely national consideration. Whatever the reason, 
their silence on this point is not a little strange. 

Another motive for immediate action was the existence 
of a large indemnity due to Japan from China, a portion 
of which was already lying in gold to her credit in Lon- 
don. If Japan intended to accept the gold standard with 
all its risk and cost, no time was evidently more oppor- 
tune than the present, when the gold was still unex- 
pended. Besides, in using a portion of the indemnity for 
this purpose, she had the example of Germany as a prec- 
edent. For the second time in history a war indemnity 
would be used to reorganize the monetary system of a 
nation. 

This second consideration was important only if Japan 
could secure specific advantages from the gold standard. 
Had she no pressing uses for the indemnity, had she an 
overflowing exchequer, such as Germany had in 1872-73, 
she might have employed the treasure in London to one 
purpose as readily as to another. But, in fact, the Japan- 
ese government has the utmost need of every fraction of 
income. Previous to the war with China the total na- 
tional expenditure, both ordinary and extraordinary, did 
not average 90,000,000 yen per annum ; and, as her income 
was slightly more than this, she was able to accumulate a 
surplus as a sort of sinking fund. Since the war the ex- 
penditure has nearly trebled, the budget for the coming 
year settling the expenditure, after much economy, at 
230,000,000 yen, and the deficit at nearly 24,000,000 yen. 
Japan is certain to encounter a deficit in her annual 
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budget for a considerable number of years, in spite of the 
fact that the government has increased nearly every form 
of taxation. The extraordinary increase of the army and 
navy, the large orders for war-ships abroad, the augment- 
ing public debt, the growing demand for public works, 
the extension of public education, — all these make it 
impossible for Japan to indulge in anything but the abso- 
lute necessaries of public expenditure. As the new 
monetary system has involved an extra outlay of over 
80,000,000 yen, it may be questioned whether Japan will 
reap advantages in proportion to the expense. 

Besides these motives for the immediate adoption of 
the gold standard, various other reasons were brought 
forward in favor of the change. 

1. It was said that Japan would have a more stable 
rate of exchange with Europe and America. Nearly 
seven-tenths of her entire trade (imports and exports) 
has to do with gold-using countries ; and any uncertainty 
in this trade, it is urged, is a detriment to her interests. 
To this may be replied that, while a fluctuating exchange 
is a detriment to Japanese trade, she cannot escape this 
entirely by adopting a gold standard. Her trade with 
silver countries, while less than one-half of her entire 
trade, is large and growing. Japan's ambition to be the 
dominating industrial and commercial power of the Orient 
can be far better served by keeping a par of exchange 
with Oriental than with Occidental nations. Already she 
is meeting with certain difficulties in this respect. The 
money of Formosa has lately been restored to a silver 
basis, and the Empire of Japan has secured another 
point of resemblance to the British Empire in having 
both standards within her dominions. Since the enact- 
ment of the gold standard all Japanese commercial inter- 
ests are dominated by a feeling of uncertainty. The 
price of securities has fallen. The exports of cotton 
yarn to China have nearly stopped. Not the most san- 
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guine advocate of the gold standard can assert that so 
far Japan has reaped any of the promised benefits of the 
great reform. 

2. It was held that, under the gold standard, foreign 
capital would be more readily drawn to Japan. If this 
result could be attained under the new system, it would 
no doubt justify the measure to some extent. Japan, at 
present, suffers from a scarcity of capital. The rate of 
interest is very high, averaging, on good securities (other 
than government bonds), not less than 8 or 9 per cent. 
Many enterprises in recent years have been abandoned 
from the lack of loanable funds. During the past year 
the government has found it impossible to float any bonds 
at par, though they yield 5 per cent., and are not redeem- 
able under twenty years. It is agreed on all sides that 
the introduction of capital from abroad would at present 
be a boon to Japan, and enable her to continue the career 
of expansion which, so far, she has enjoyed without seri- 
ous drawback. If the existence of the silver standard has 
been the chief obstacle to the introduction of foreign capi- 
tal into Japan, it is difficult to deny a certain merit to 
the new system. But the circumstances are quite other- 
wise. Foreign capital, it is true, is almost unknown in 
Japan at present ; but the bar to its entrance has been not 
so much the existence of a different standard as the pro- 
hibitions of Japanese law. Foreigners have been forbid- 
den to hold shares or stock of any kind in this country, 
cannot possess land outside of certain concessions in a few 
cities, and are limited to these concessions in the transac- 
tion of any kind of business.* The only securities for- 
eigners are allowed to purchase are certain descriptions of 
bonds, most of which were issued during and since the 
war. It is the legal, and not the economic, barrier that 
is chiefly at fault for the want of foreign capital in this 
country. Since the enactment of the gold standard the 

* Japan will be thrown open to foreigners as soon as the new treaties go 
into effect, probably in the course of two years. 



178 QUARTERLY JOURNAL OF ECONOMICS 

government, it is true, has disposed of a single lot of 
bonds to foreign capitalists ; but this sale could have been 
equally well transacted under the silver standard, had the 
government merely fixed the rate of exchange. * Were 
all the barriers that now legally exist to the influx of 
foreign capital into Japan removed, the silver standard 
would hardly prove a serious impediment. 

But this motive, while prominently brought forward 
in certain quarters, was not, in fact, an important one. 
It may have had influence in commercial circles, but it 
was not likely to affect those who originated the measure. 
We must therefore look to other reasons that have been 
expressed in favor of a gold standard in Japan. 

3. Among the most important of these is the ex- 
ample of other civilized countries in accepting gold and 
discarding silver during the past twenty-five years. Gold 
to-day is the money of civilized countries, — a metal all 
the more desirable because so many nations are eager to 
acquire it, while silver is the generally discredited money, 
only fit for inferior peoples and civilizations. Those who 
live in countries having a gold standard are hardly aware 
of the influence and extent of their prejudice in favor of 
gold as gold. There is a feeling very deep and wide- 
spread, even in parts of the United States, that silver- 
using countries are, at best, semi-civilized. This feeling 
may be paralleled by the unreasonable preference for 
silver in the decade 1850-60, — a preference that caused 
several countries of Europe to demonetize gold, and others 
to agitate for its demonetization. That Japan, in estab- 
lishing the gold standard, was powerfully actuated by this 
general prejudice of Western nations can hardly be 
doubted. The speeches of the advocates of the change, 
in Parliament and in the press, clearly express the feeling. 
Those who have studied the course of Japan during the 
past twenty years can appreciate the immense influence of 

*The amount sold was 40,000,000 yen. Offers were, in fact, made for 
Japanese bonds by foreign capitalists in 189fi, but not accepted. 
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arguments resting on it. Japan has been copying West- 
ern nations in almost every sphere of civilization, — indus- 
try, commerce, education, military affairs, legal institu- 
tions, and even art. She has kept pace with almost 
every important step of Western development. She is 
anxious to remove all the differences that serve to preju- 
dice her in the eyes of the nations of Europe and 
America. Though Japan has reaped great advantages 
from the silver standard in the opinion of nearly all im- 
partial observers in the East, yet she has a general wish 
to abolish that standard, simply because the trend of 
Western legislation has been in the direction of gold. 
This I believe to be the main explanation of her accept- 
ance of the new monetary standard. 

Lately it has been urged that still another ground 
existed for the abolition of the silver standard in Japan. 
The government, it is said, noticed that the depreciation 
of silver was injurious to the creditor classes, especially 
those whose incomes were derived from government bonds 
and other fixed obligations. What motives beyond those 
publicly stated actuated the government officials in charge 
of the bill no one can discover. None of the government 
delegates expressed any concern for the creditor class, nor 
did any supporters of the measure outside of the govern- 
ment mention the point. Governments are not commonly 
supposed to concern themselves much for those who make 
no complaint or to remedy wrongs unseen and unf'elt. 
Thus far the creditor class has not raised its voice in 
opposition to the silver standard in Japan. Indeed, it is 
not probable that a single complaint has ever been made 
during the past ten years on this score. On the contrary, 
the general impression is that the creditor class in Japan 
has enjoyed during this period the advantages of a wide- 
spread prosperity. The farmers, who were in great straits 
after the resumption of specie payments in 1886 and 1887, 
have been able to meet their obligations with great 
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promptness in more recent years, owing to the better 
demand for agricultural products. Banks, railways, 
mines, shipping, and other forms of corporate wealth have 
all paid excellent dividends in the past decade. That the 
gold standard was adopted to save the creditor class from 
a depreciating currency must therefore be considered the 
after-thought of some one who did not follow the general 
trend of opinion in Japan during the period of currency 
legislation. 

It still remains to consider the general measures of 
safety that the government proposed to take to insure 
the permanent success of the gold standard. Many people 
expressed fears at the time of the currency, agitation that 
the government would find it difficult to establish the 
new system on a firm basis. The greatest danger lay in 
the uncertainty as to the effect the new legislation would 
have on the relative values of silver and gold. At this 
time (in the early part of 1897) the market ratio of gold 
to silver was less than 1.32 ; and, as Japan proposed to 
assume the ratio of 1.32J in her new coinage, she could 
not, so long as the market ratio remained stable, expose 
herself to much risk. If, however, the price of silver fell, 
she encountered the hazard of having all the gold drawn 
out of her reserves in exchange for the silver yen and con- 
vertible notes in circulation. It was therefore necessary 
for the government to secure an adequate reserve to meet 
any possible drain. 

The precise amount of silver yen in circulation is not 
known. Statistics are accurately kept of the amount 
coined in the mint at Osaka ; but they tell little as to the 
quantity circulating in Japan, because the larger part of 
the one yen coins has been exported to China and other 
countries of the East. It is estimated that more than 
112,000,000 yen of these pieces have been exported from 
Japan. The law provides that a period of over five years 
shall elapse in which to convert Japanese silver yen ; and 
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this vast sum might constitute a grave danger to the new 
system if the value of silver fell sufficiently to make the 
exchange profitable. But this danger is reduced to a 
minimum on a closer scrutiny. A great many of the 
exported coins have found their way to China, where 
they are "chopped," — i.e., disfigured; and the Japanese 
government refuses to accept chopped coins in exchange. 
Further, most of the silver coins circulating in Singapore 
and other parts of the Strait Settlements are preferred by 
the people in the ordinary course of trade to any other 
silver coin. It is believed, therefore, that, unless a very 
considerable difference exists between their bullion value 
and their legal value in Japan, they will not be re-exported 
to Japan for redemption. Out of a total of 112,000,000 
one yen coins exported from Japan, not more than 10,000,- 
000 yens, or possibly 15,000,000, are likely to find their 
way back, except under scarcely conceivable conditions. 

Within the empire the amount in circulation is also 
somewhat uncertain, but not to the same extent as the 
amount abroad. The Nippon Ginko holds in reserve very 
nearly 19,000,000 yen, and the quantity in general circu- 
lation is probably not far from 32,000,000 yen. These 
two represent a sum of 51,000,000, to which must be 
added an additional 10,000,000 yen from other parts of 
the East, making a grand total of 61,000,000 yen. Of 
this total it is not likely that more than a small fraction 
will be converted into gold. It is the purpose of the 
government to coin all its subsidiary silver money out 
of the stock now on hand in the Nippon Ginko ; further, 
to supply Formosa with silver coins, with a special mark 
upon them ; and, finally, to add to the Corean circulation 
as far as possible with the silver yen. In all these ways 
the demand for the existing silver coins of Japan is likely 
to absorb a very large fraction of the supply. 

It is true that a very large amount of paper currency 
circulates within the country, all of which, as it is con- 
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vertible into gold on demand, may be considered a menace 
to the gold reserves. The total amount of convertible 
notes issued by the Nippon Ginko aud in circulation 
October 23, 1897, exceeded 190,000,000 yen,— an unusual 
aggregate for Japan and, indeed, in excess of the legal 
limit to the extent of 29,000,000 yen.* In demanding 
gold coins from the Nippon Ginko, whether at the main 
bank or at the branches, it is quite immaterial whether 
the silver yen or convertible notes are presented. The 
bank converts both indifferently. But the Japanese have 
for years discarded the use of metallic money except for 
subsidiary purposes. The coined yen piece is seldom 
found in the channels of trade, its place being occupied 
by the equivalent convertible notes, of which an immense 
number are found in circulation. The habits of a people 
do not readily change in the use of money, especially when 
economy and convenience are all in favor of the estab- 
lished order of things. If the Japanese people in the past 
few years have not made any demand on the silver re- 
serves of the treasury in exchange for convertible notes, 
they will not, in all probability, desire to draw on the 
gold reserves. The notes of the Nippon Ginko, though 
convertible on demand, are generally preferred to me- 
tallic money, and circulate freely within the empire. 
For this reason it is practically certain that not a large 
number of them will be presented at the bank for con- 
version. 

The measures taken by the government to insure a 
sufficient reserve of gold to meet any possible demands 
have been ample. Early in March the amount of gold 
coin and bullion f held by the Nippon Ginko was some- 

*The bank is permitted to increase its issues beyond the legal limit by 
paying to the government a tax of 7 per cent, (formerly 5 per cent.) on the 
excess. 

t The Nippon Ginko, though agreeing to pay its notes in silver until re- 
cently, has always kept a large amount of gold in its metallic reserves. This 
was probably held as a kind of war treasure, in imitation of European govern- 
ments. 
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what above 36,000,000 yen. As soon as the new coinage 
law was promulgated, the government began to import 
gold, and by October 1 had accumulated 80,000,000 yen, 
of which over 40,000,000 have been coined. This entire 
sum has been drawn from the Chinese indemnity paid in 
London, and most of it lodged in the Nippon Ginko. 
With a gold reserve of over 100,000,000 yen, it is evident 
that the financial measures of the government to insure 
the success of the new standard have been adequate, and 
more than adequate. The whole process has been carried 
through with extraordinary ease and certainty. In busi- 
ness circles there has been heard scarcely a doubt as to 
the ability of the government to redeem its promises. 
A proof of this is the small demand made at the main 
bank and its branches for gold in exchange for silver yen 
and convertible notes. On October 1, when, according 
to the terms of the new act, the Nippon Ginko agreed to 
pay gold on demand, the amount called for was 942,665 
yen in the whole of Japan. On October 2 this amount 
had declined to 68,580 yen. These figures do not show 
any formidable desire for gold. Probably the larger 
figure of the first day arose more from a feeling of curios- 
ity to see a new coin than from any want of faith in the 
new standard. The total aggregate demand from October 
1 to November 6 was : — 

Silver Yen. Convertible Notes. Total. 

1,505,521 3,680,745 5,186,266 

The difficulties that Japan will encounter from the 
establishment of the new standard are not so much mone- 
tary as economic. The measures that the government 
has taken to secure the new standard against all possible 
contingencies have been too thorough to permit of failure. 
Nor has this part of the problem been very difficult. 
Japan has an abundant reserve in gold derived from the 
Chinese indemnity fund, and, besides, a thoroughly organ- 
ized banking system, trusted by all classes and interests. 
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Under these circumstances it was hardly possible that the 
gold standard should not be successfully established. 
From another point of view the question is more difficult, 
and will take longer to decide. The industrial and com- 
mercial interests of Japan have so far prospered wonder- 
fully under a standard common to all the countries of the 
extreme Orient. Now that the link that in a monetary 
sense bound her to these nations is broken, will she con- 
tinue to hold the pre-eminence she has gained? Fortu- 
nately for Japan, her neighbors have, so far, not displayed 
the same aptitude for mechanical progress that she has 
shown. They have not the keen ambition and organ- 
izing ability of the Japanese. If, in spite of her advan- 
tages, natural and acquired, Japan does not obtain the 
same measure of prosperity in the future that she has 
won in the past ; if her people find it impossible to retain 
the markets of the East in the face of other competitors ; 
if they experience depression and disaster where they 
expected reasonable success, — we may fairly conclude that 
the gold standard has in it an inherent defect. To test it, 
the lapse of time is necessary. It will be far easier for 
Japan to submit to a general reduction of prices than for 
the countries of Europe or America, simply because, so 
far, she has been free from any tendency of this kind. At 
the end of a period of twenty years she has a unit of value 
of only one-half the weight that she had at the beginning 
of this period. Whether this depreciation of weight has 
proceeded hand in hand with the increase of general 
prices, or whether the unit of value has preserved its pur- 
chasing power during this period, is not now the question. 
In any case, Japan can hold her own against foreigner 
competitors better than those who, from whatever cause, 
have already experienced a fall of prices. 

From this point of view, whether Japan will gain or 
lose ultimately will depend to a certain extent on the 
relation of silver and gold to each other. At no time has 
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the gold value of silver fallen so low as since the de- 
monetization legislation of Japan. If it is true that the 
supply of gold is not sufficient for the demand, — a de- 
mand almost coextensive with the commercial world 
(omitting China and Mexico), — then it is probable that 
a wider divergence of value between the two metals will 
soon make its appearance. Silver, in terms of gold, will 
under these circumstances still further depreciate. Situ- 
ated as Japan is, in the neighborhood of silver-using 
countries, this divergence can hardly fail to do harm to 
her industrial interests. She will experience more and 
more difficulty in retaining her trade with them, espe- 
cially in commodities which she produces in competition 
with other countries. If, on the contrary, silver does 
not depreciate further in terms of gold, Japan will be 
practically in the same situation vis-d-vis silver countries 
as before the gold standard was established. The whole 
experiment can hardly fail to be a useful lesson to the 
world. 

Gabbett Dboppebs. 
Tokyo, Japan. 



